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KEY ECONOMIC INDICATORS: DOMINICAN REPUBLIC 
(All values in millions of U.S. dollars unless otherwise stated.) 


Population: 5.6 million, 1981 Exchange Rate: 1 peso=1 dollar 


- 


80/79% Projected 
1980a Change 1981c 


INCOME 

GDP at Current Prices 5496.3 
GDP at Constant 1970 Prices 2746.1 
Per Capita GDP, Current Prices 1042.0 
Per Capita GDP, Constant (1970) Prices 520.0 


MONEY AND PRICES 

Money (Currency, Demand Deposits) 
Time and Savings Deposits 

Consumer Price Index (f) 

Industrial Wholesale Price Index (g) 


BALANCE OF PAYMENTS AND TRADE 

Gross International Reserves (d) 328.1 

Net International Reserves (d) -242.2 

Balance of Payments -116.8 

Balance of Trade ~472.3 

Current Account Balance -718.7 

Exports (FOB) 963.4 

United States Share (b) 786.0 

Imports (FOB) 1435.7 

United States Share (b) 795.0 

External Public Debt 1299.0e 
External Private Debt 463.7e 
Debt Service Ratio (Percentage) 12.20 


OTHER INDICATORS 
Central Government Deficit 345.2 187.8 282.0 
Passenger Arrivals (Thousands) 538.0 566.4 600.0 


Sources: Dominican National Planning Office; National Office of Statistics; 
Central Bank and Bank staff estimates; United States Department of Commerce. 


a. Preliminary. 

b. U.S. Department of Commerce statistics, not compatible with overall trade 
statistics in coverage or valuation. Exports to United States: sugar and 
byproducts, coffee, cocoa, ferronickel, fruits and vegetables, clothing, 
bauxite, beef, tobacco. Imports from United States: machinery and 
transport equipment, manufactured goods, food and live animals, chemicals, 
Oils and fats, beverages and tobacco. 

Not Central Bank statistics. 

Central Bank, plus commercial banks. 

As of September 1980. 

Yearly average. Base: 1976=100. 

Yearly average. Base: 1941=100. For Santo Domingo only. 





OVERVIEW 


The Dominican Republic's real gross domestic product (GDP) grew 
5.6 percent in 1980, and a slightly lower 5 percent growth 

is expected in 1981 due to decreased growth in expenditures 

by autonomous government agencies. Increases in petroleum 
import costs in 1981 will be more than offset by significantly 
increased income from sugar exports. According to current 
projections, which are subject to a wide margin of error, 

there will be a 1981 balance-of-payments surplus of $76 million, 
as compared with the 1980 deficit of $116.8 million. 


Due to a sharp rise in both petroleum and nonpetroleum import 
costs, the 1980 deficit in the nation's trade balance was 

more than double its 1979 level. In the coming year, diminished 
growth of nonpetroleum imports should help lower this deficit 

by about 16 percent, assuming restrictive government measures 
that held down late-1980 import growth will continue in effect. 
Inflation, projected to drop from 20 percent in 1980 to about 

16 percent in 1981 due to dampened growth of the money supply 
(M-1), will continue to place stress on the economy in spite 

of being low by Latin American standards. The Central Government 
deficit, largely a result of investment in internationally 
financed development projects, should rise from $187.8 million 
in 1980 to $282 million in 1981, though still remaining less 
than 4 percent of GDP. External public and private debt, 

which grew from $1.6 billion to $1.8 billion from January 

to September 1980, should continue to increase in 1981, though 
at a slightly slower rate. Debt restructuring by autonomous 
government: agencies has enabled the Dominican Republic to 

reduce its debt service ratio in 1980 and 1981 from previously 
expected high levels to its historically moderate range. Con- 
tinued high international prices for the nation's sugar exports 
in 1981 are helping to alleviate balance-of-payments pressures 
and giving the Government a little time within which to confront 
fundamental energy and other development problems. 


U.S.-Dominican trade relations remain strong. Increased import 
demand in 1980 expanded the market for U.S. goods, and this 
pattern should continue through 1981. Six major construction 
projects currently offer significant opportunities to U.S. 
engineering, plant, and equipment suppliers. 





CURRENT ECONOMIC TRENDS 


Balance of Trade and Payments. Improved international sugar prices 
in 1981 will allow the Dominican Republic to achieve record exports 
estimated at $1.3 billion, up 35 percent over the 1980 total. 
Nevertheless, 1981 import costs should reach $1.7 billion (a 19 per- 
cent increase over the already high 1980 level), as the country 
feels the impact of both increased oil prices and higher costs of 
nonpetroleum imports due to international inflation. To the re- 
sulting trade deficit of $407 million must be added a probable 
services deficit of $428 million. These deficits and other out- 
flows of capital will be offset by remittances from Dominicans work- 
ing in the United States and Venezuela and by a small amount of 
foreign grant aid, leaving a projected current account deficit of 
about $703 million. Because little is known about the sources of 
parallel market foreign exchange, Dominican statisticians tradi- 
tionally include the bulk of parallel market foreign exchange 
inflows in the nation's capital account. Since such inflow would 
otherwise presumably be part of the current account, the current 
account deficit appears to be significantly overstated. 


Preliminary data indicates that in 1981 the nation's debt service 
ratio (the percentage of goods and services exports needed to pay 
amortization and interest on the public and publicly guaranteed 
medium- and long-term foreign currency debt) should hold at about 
its 1980 level of 12 percent due to debt restructuring, which has 
decreased debt payments in 1980 and 1981 by shifting some of the 
burden to 1982 and later years. 


Exports. As a result of a better harvest and higher international 
prices in 1981, sugar export revenues will be almost double last 
year's level. According to current projections, the 1981 average 
Dominican raw sugar price should be 30 cents per pound, up from 

16.3 cents per pound in 1980. Export volumes of other agricultural 
commodities should rise as well, with improved harvests expected 

due to recovery from late 1979 storm damage. The recent behavior 

of major Dominican commodity exports is shown in the following table 
(the total for each commodity includes its byproducts): 





Projected 
1980 Volume 1980 1981 Volume Projected 
Export Thousand Revenues Thousand 1981 Revenues 
Sector Metric Tons Millions US$ Metric Tons Millions US$ 


Sugar 1,008.9 326.8 1,137.0 646.0 
Coffee 26.1 76.8 34.2 89.4 
Cacao y > 53.9 26.2 57.7. 
Tobacco a1«9 35.6 38.2 61.4 
Dore (Ounces) 1,993,126 259.5 1,678,000 203.6 
Ferronickel 46.6 101.3 60.0 132.0 
Bauxite 605.1 19.8 600.0 13.3 


Due to a rise in gold content from 16 to 21 percent between 1980 
and 1981, dore (a mixture of gold and silver) export revenues should 
remain relatively high in the coming year despite recent declines 
in international gold prices and a fall in dore export volume. Ex- 
pected variations in 1981 ferronickel and bauxite export volumes 
are based on forecasts of international market conditions. Despite 
the closure of the Falconbridge ferronickel mine for 5 months in 
late 1980 due to low international demand for nickel, ferronickel 
exports were off only 18 percent in value for the year due to sell- 
off of stocks and marginally increased prices. Though Falconbridge 
operations resumed in early January 1981 and no shutdown this year 
is currently planned, should the demand for nickel in the United 
States falter, 1981 Dominican ferronickel exports will be less than 
forecast. To decrease additional economic dependence on the export 
of basic commodities such as sugar and ferronickel, the Government 
is implementing an Export Incentive Law, passed in 1979 to encour- 
age nontraditional exports. Nevertheless, the Law had negligible 
impact in 1980, and some bureaucratic problems involved in the 
Law's implementation continue to inhibit its effectiveness as an 
export stimulus. 


Imports. On the other side of the trade picture, projected imports 
will be up $274 million in 1981 to $1.7 billion, assuming current 
international petroleum price structures prevail. An expected 

$127 million increase in petroleum import costs to $575 million 
should account for about 46 percent of the year's rise in total 
imports. In 1980, petroleum imports dropped 2.2 percent in volume 
from their 1979 level but rose $142 million in cost due to price 
hikes. The volume of 1981 national petroleum consumption is ex- 
pected to increase largely due to resumed full-year ferronickel 
mining operations at Falconbridge (an intensive petroleum user) 
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and an increase in general fuel consumption of 5 percent over the 
1980 level. Overshadowing this modest growth in 1981 consumption 
is a projected 16 percent jump in the average price of the petro- 
leum imported by the country. 


The recent Venezuelan-Mexican agreement to provide concessional 
financing for 30 percent of the petroleum bills of their Caribbean 
and Central American customers should give the Dominican Republic 
a net capital inflow of about $100 million in 1981. This inflow 
will partly offset the balance-of-payments impact of the $127 mil- 
lion increase in 1981 petroleum costs. To discourage increased 
demand for imported petroleum in 1980, the Government hiked domes- 
tic gasoline, diesel fuel, and propane prices, and it bought 
minibuses in an initial move to supplant the current fuel- 
inefficient jitney-cab system with collectivitized transportation, 
using less fuel per passenger-mile. To discourage increased non- 
petroleum imports, which should increase to $1.1 billion in 1981, 
a rise of 15 percent over the 1980 figure, the Government has taken 
various steps discussed below in the sections on Monetary Policy 


and Foreign Exchange. 


Fiscal Policy. The officially projected 1981 fiscal deficit will 
be $166.9 million, down from the preceding year's deficit of 
$187.8 million. In 1980, actual Central Government expenditures 
of $1.1 billion exceeded originally budgeted amounts by $201.7 
million, but improved tax collections covered half of this unfore- 
seen rise in expenditures. In 1981, budgeted expenditures are 
planned at $1.2 billion, while actual expenditures should not ex- 
ceed $1.4 billion. All of the $166.9 million 1981 deficit is the 
result of investments in development projects covered by con- 
cessional financing from international lending institutions. The 
deficit could increase to $282 million or more as a result of: 

(a) a likely $100 million in additional development spending 
financed under the Venezuelan-Mexican oil agreement and allocated 
to energy-related projects via the Central Government, (b) the 
probable need to cover part of the unbudgeted but customary $32 
million yearend bonus to government workers, and (c) a potentially 
needed increase in the budgeted $18 million subsidy that helps the 
Dominican Electricity Corporation (CDE) to supplement revenues 
inadequate to meet operating costs. To the extent that the year- 
end bonus and CDE subsidies are not matched by additional unbud- 
geted government revenues, they probably will have to be covered 
by the sale of government bonds, presumably to the Central Bank. 
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Recently, CDE subsidies have increased the fiscal deficit and have 
been a significant drain on Central Government resources, largely 
as a result of high international petroleum prices, which in 1981 
should raise CDE's petroleum imports to at least $175 million. 

CDE has begun a program of monthly, 2 percent rate increases, plus 
timely additional rate adjustments, to compensate for rises in 
petroleum costs. This program is projected to bring monthly reve- 
nues equal to monthly operating costs in April 1982. CDE's long- 
term plans include increased use of coal, hydroelectrical, and 
other methods of nonpetroleum power generation, but the source of 
funding for some costly investments involved in these plans remains 
unclear. 


Monetary Policy. In the Dominican Republic, interest rates for 
most deposit and loan portfolios are officially fixed at relatively 
low levels that have not changed since 1976. Nevertheless, 
speeches by monetary policymakers reflect an awareness of possible 
gains from raising bank interest rates paid to depositors, and some 
increase may be in the offing this year. In practice, banks now 
manage to augment rates charged to borrowers through the use of 
surcharges. 


In the first 6 months of 1980, the money supply (M-1) averaged only 
4.6 percent above its level in the last half of 1979. Then in the 
second half of 1980, M-1 averaged only 0.3 percent over its level 
in the first half. This recent monetary stability is in large part 
due to 1980 Central Bank measures. In March, the Central Bank 
froze (at the December 31, 1979 level) rediscounts to the commer- 
cial banking system. Then in August, it took additional steps, 
shifting funds from the commercial banks to the Central Bank mainly 
through the sale of Central Bank bonds and instituting new prior 
deposit and legal reserve requirements that result in 100 percent 
advance deposits in the Central Bank for almost all commodities 
imported through the official foreign exchange market (see Foreign 
Exchange). Collectively, these measures, some of which will only 
take full effect in May 1981, remove from the commercial banking 
system substantial sums of money that previously supported commer- 
cial credit used to finance both imports and domestic business 
activity. The measures also provide a strong direct disincentive 
for importing. Thus, in the 7-month period before August 1980, 
imports averaged $125 million per month, while in the final 5 
months of the year imports averaged only $112.2 million per month. 
In February 1981, the Central Bank extended the above legal reserve 
requirement provisions, which previously had applied only to private 
financial institutions, to the state-owned Reserve Bank. Though 
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this move may further tighten credit, monthly imports are expected 
to rise to $142.5 million per month in 1981 due to increased petro- 
leum import costs and the effect of international inflation on 
prices of nonpetroleum imports. 


Inflation. During 1980, the consumer price index and the indus- 
trial wholesale price index averaged 18 and 23.3 percent above 
their respective average levels in 1979. The increase in the con- 
sumer price index is slightly less than the overall inflation rate 
in the Dominican Republic because the prices of many basic con- 
sumer products included in the index are controlled by the Govern- 
ment. For this reason, 1980 inflation is estimated at about 20 
percent overall. Due to (a) resolution of food and construction- 
material shortages that caused much of the inflation after the 
late-1979 hurricanes, and (b) continued moderation in M-1 growth, 
inflation is expected to drop to about 16 percent in 1981. In- 
creased costs for basic items such as electricity will nevertheless 
constitute a burden for low-income consumers and some business 
sectors. 


Foreign Exchange. The Dominican peso is officially pegged to equal 
the U.S. dollar in value.. All exchange transactions through the 
Central Bank take place at this rate. There is also an officially 
tolerated "parallel market" on which the value of the dollar has 
fluctuated between DR$1.30 and DR$1.22 in 1980. There are three 
main sources of dollars for this market: dollars exchanged by 
tourists, remittances from the estimated 500,000 Dominican citizens 
living in the United States, and inaccurate invoicing of Dominican 
imports and exports. (The Central Bank is trying to find ways to 
control the latter.) At present, an estimated 43 percent of all 
nonpetroleum imports come through the parallel market. Official 
(Central Bank) funds are provided to finance imports of only in- 
dustrial raw materials (including petroleum), essential foods and 
medicines, and materials needed by the.Government. Some estimates 
place the size of the parallel market in 1981 between $500 million 
and $600 million. Various factors, among them inaccurate invoicing 
of imports and exports financed through the parallel market, make 
estimating the market's size difficult. 


Recently, the Government has taken steps to increase use of the 
parallel market by both exporters and importers. Under the new 
Export Incentive Law, exporters of nontraditional exports (products 
other than sugar, gold, cacao, etc.) are allowed to exchange a per- 
centage of dollar export earnings on the parallel market. Perhaps 
8 percent of Dominican exports would potentially qualify as non- 
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traditional, but, to date, only a fraction of these have qualified 
to receive incentives under the Law, and very few, in fact, have 
reached the final stage of converting dollars to pesos on the 
parallel market. Similarly, because in 1980 almost all Dominican 
imports of machinery were shifted to the parallel market, Domini- 
can importers can no longer buy dollars at the cheaper official 
exchange rate to pay for most machinery. 


At the end of 1980, gross international reserves of the Central 
Bank and Dominican commercial banks totaled $328.1 million, while 
gross liabilities totaled $570.3 million, for a net liability of 
$242.2 million. To conserve its scarce foreign exchange, the 
Central Bank has delayed international payments on letters of 
credit by 2 to 4 months (counting from the date the letters reach 
the Central Bank to the date foreign exchange becomes available to 
the commercial banks issuing the letters). Some correspondent 
banks abroad assess interest charges on Dominican commercial banks 
for the period between payment abroad of economic obligations and 
Central Bank delivery of the requisite foreign exchange. Local 
banks, in turn, pass these charges on to Dominican importers. A 
substantial inflow of foreign exchange from high 1981 sugar export 
earnings should begin in May and allow the Central Bank to decrease 
average letter-of-credit exchange conversion delays to about 2 
months by late 1981. 


IMPLICATIONS FOR UNITED STATES BUSINESS 


Political Stability and Labor Market. About 24 percent of the 
Dominican Republic's economically active population is unemployed, 


while underemployment affects at least another 24 percent of the 
work force. Nevertheless, potential dissatisfaction with this situ- 
ation is channeled through the democratic process and is not 
presently a source of political instability. 


The nation's Labor Code protects workers by making it difficult to 
discharge them without cause. Though some investors have com- 
plained about this feature of doing business in the country, most 
U.S. employers in the Dominican Republic seem to have found the 
local work force competent and cooperative. Foreign employers do 
not seem to be singled out when labor complaints are made. For 
example, neither Gulf and Western sugar facilities nor foreign-owned 
textile plants struck in 1980 or in 1981 (to date), though in this 
period there have been strikes against State-owned sugar and textile 
plants. The stability of the present Government and the support 
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that its political party maintains among union members (who com- 
prise about 10 percent of the 1.7 million member labor force) have 
enabled the Government to act to limit the impact of recent strikes. 


Investment Climate. The 1978 Foreign Investment Law closed certain 
sectors (including public utilities and manufacturing for national 
defense) to new foreign investors. Under the Law, annual profits 
in excess of 18 percent of the investor's registered capital (with 
no carry-forward or carry-back provision) cannot be repatriated. 
Such profits, however, may be reinvested in the businesses in which 
they were earned or in export-oriented agribusiness or tourism 
projects, although some firms report difficulty in doing the former 
and the methodology for doing the latter remains unclear. While the 
purpose of the Law was not to inhibit foreign investment, foreign 
investors have been discouraged because the Law prevents them from 
repatriating enough earnings in high profit years to repay their 
efforts in poor years. 


Total registered foreign investment in the Dominican Republic has 
stayed roughly constant since 1977. In 1980, registered foreign 
investment rose to $231.1 million, $16.1 million over its final 
1979 level; this put it 7.9 percent above its 1977 level of $214.2 
million. Breaking down 1980 registered investment, $7.1 million 


represented reinvestment by firms already operating in the Domini- 
can Republic, largely in the communications and agricultural sec- 
tors. The remaining $9 million investment was in new ventures in 
the following areas, listed in descending order: food products, 
textiles, finance and insurance, and chemicals. Not all invest- 
ments are officially registered with the Dominican Government. 


American investors in the Dominican Republic are eligible for U.S. 
Government Overseas Private Investment Corporation (OPIC) insurance 
against inconvertibility of foreign exchange; expropriation; and 
war, revolution, and insurrection. Special OPIC coverage is of- 
fered to contractors and to firms involved in mineral and energy 
projects. 


The length of Central Bank delays in servicing letters of credit 
and the parallel market exchange rate are important economic indi- 
cators available to investors wishing to do business in the Domini- 
can Republic because they show how long one must wait to obtain 
official funds to bring approved imports into the country and the 
premium one must pay either to import via the parallel market or 

to remove capital from the country via this route. (For recent 
trends in these indicators, see Foreign Exchange and Parallel 
Market. ) 
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Free Zones. A focus for much new foreign investment has been the 
Dominican Republic's three functioning free zones, where materials 
are brought in duty free, processed by local labor, and then 
reexported. Originally free-zone factories were largely garment 
producers, but there has since been expansion into a broad range of 
products including cigars, jewelry, shoes, and electronic compo- 
nents. In some cases, through negotiation with government authori- 
ties, firms operating outside free zones have been given benefits 
usually identified with free-zone status. 


Tourism. Another field attracting foreign business people to the 
Dominican Republic is tourism. According to preliminary estimates, 
tourism in 1980 increased 5.3 percent over its record 1979 level 
and should grow again in 1981. INFRATUR, a Central Bank tourism 
development agency with World Bank funding, financed North Coast 
tourism infrastructure and a recently opened North Coast resort. 

It is now developing further North Coast hotel and recreation area 
projects. Elsewhere on the island, Club Mediteranee expects to 
open a 360-room resort on the East Coast in May 1981. 


Export and Investment Opportunities. Dominicans have many personal 
and economic ties in the United States, having often visited, 
studied, and kept savings there. They are familiar with North 
American business practices and are used to looking to the United 
States as both a market and a source of quality merchandise. Ac- 
cording to Dominican statistics, more than 40 percent of the na- 
tion's import and export trade is conducted with the United States. 
More U.S. exports go to the Dominican Republic than to any other 
Caribbean nation, and the Dominican Republic is, in turn, the big- 
gest Caribbean source of U.S. imports. This relationship has not 
been one-sided; In 1979, the Dominican Republic had a positive 
trade balance with the United States, whereas in 1980 the balance 
tilted slightly in favor of the United States. 


U.S. products dominate Dominican markets in consumer goods and many 
Other product categories. Major export opportunities for U.S. 
firms exist in such areas as energy systems, transport equipment 
(especially buses), food processing equipment, construction equip- 
ment, agricultural (especially sugar mill) machinery and equipment, 
plus equipment for incipient minerals (petroleum, coal, copper, 
iron, gold, and titanium) exploration efforts. In the field of 
energy systems, to take one example, Dominican authorities are con- 
templating partially shifting from petroleum to coal as a source of 
energy, a switch that should create important sales opportunities 
for the U.S. coal industry even if current test drilling leads to 
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the opening of a sub-bituminous coal mine in the country. A shift 
to coal would require major investments in powerplant conversion 
and in coal transportation and storage infrastructure. Moreover, 
the Dominican Electricity Corporation needs to invest an estimated 
$2.3 billion in power generation and transmission facilities over 
the next decade. 


One large source of American business involvement in the Dominican 
Republic has been participation in international organization- 
financed construction projects. Those closest to the startup stage 
include the $50 million Nizao irrigation project, the $76 million 
Sabaneta irrigation project, the $50 million Lopez-Angostura 
reservoir (reregulating dam) project, the rehabilitation of the 
Port of Haina near Santo Domingo, the first stage in reconstruc- 
tion of the Santiago-Santo Domingo highway, and the project to 
rehabilitate sugar mills and railroads belonging to the State 
Sugar Council (CEA). U.S. firms are actively competing for all 
these tenders, and the major contract for the Haina project was 
awarded to a U.S.-Dominican consortium. Prequalification for the 
Sabaneta project and for part of the design and construction work 
on the CEA project is completed. The Major Projects Division of 
the U.S. Department of Commerce has more detailed information on 
each of these projects, all of which have major Interamerican 
Development Bank (IDE) or World Bank financing. Looking further 
ahead, U.S. engineering and construction firms should monitor the 
following planned projects for which IDB financing is still being 
sought: the $32 million Rio Blanco hydroelectric project and the 
$60 million Madrigal Dam. 


Equipment suppliers should be aware that in dealing with the varied 
government organizations involved in procurement, it is often ad- 
visable to have a local agent who can watch for trade opportunities, 
follow bidding processes, and provide other followup services re- 
quired. Suppliers should also note that a 1979 decree, motivated 
by the nation's serious balance-of-payments problem, suspended 
import of assorted consumer goods, including soap, canned vegeta- 
bles, and clothing and shoes for men and boys. Many of these items 
have in the past been supplied by American exporters, and as a 
result of the suspension (which has not been totally effective), it 
is possible that the U.S. share of the Dominican market will fall. 
Overall, however, American exporters are holding their own in the 
many sectors of the growing Dominican market still open to foreign 
sellers. 
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Business people interested in more specific information regarding 
investment and marketing conditions and opportunities in the Domin- 
ican Republic are encouraged to order the most recent issue of 
Overseas Business Report: Marketing in the Dominican Republic, 
available from the Publications Distribution, Room 1617A, U.S. De- 
partment of Commerce, Washington, D.C. 20230. 


*% U. S. GOVERNMENT PRINTING OFFICE: 1981—341-007/425 
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